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defense contract audit agency
"I want to reemphasize that any problems involving the performance of contract
auditing by the Defense Contract Audit Agency (DCAA) that are brought to
my attention are addressed thoroughly," stated Defense Secretary Weinberger
in his 6/22/84 response to concerns about the effectiveness of DCAA ex
pressed by Sen. William V. Roth, Jr. (R-DE) in a 6/8/84 letter. According
to Roth, "The hearings of my Committee recently held on the management of
DCAA revealed a wide range of management weaknesses, including problems
in gaining access to contractors' records and excessive use of "qualified"
audit reports, or reports based on incomplete information" (see the 6/18/84
Wash. Rpt.). In his 6/22/84 response, Defense Secretary Weinberger made
several arguments in support of his favorable position on DCAA’s effectiveness
He stated, in part, "The Government’s right to access is predicated on
different bases depending on whether we are performing a pre-award review
of an initial pricing proposal or a post-award audit of incurred costs."
As to the sufficiency of documentary evidence needed to render an opinion,
Weinberger continued, "Judgments on the part of the auditor have to be made
in each individual case." With respect to the subject of qualified re
ports, Weinberger stated "...the mere existence of a qualification in an
audit report does not establish that unreasonable or improper prices are
being paid." He added that an evaluation of the use of qualifications in
audit reports is currently being conducted.
FEDERAL DEPOSIT INSURANCE CORPORATION
Reporting requirements on deposits placed by deposit brokers and financial
institutions are contained in an interim final rule adopted on 7/5/84 by the
FDIC (see the 7/5/84 Fed. Reg., pp. 27487-89). The interim regulation is
in the form of an addition to Part 304 of the FDIC’s regulations, "Forms,
Instructions, and Reports" (12 CFT Part 304). It requires that all insured
banks report monthly to the FDIC the amount of brokered deposits and fully
insured deposits placed directly by financial institutions held by the
bank. The report is required, however, only if the sum of such deposits
at the end of a given month is in excess .of either the bank’s total capital
and reserves or five percent of the bank’s total deposits. No report is
necessary when the total of a bank’s brokered deposits and fully insured
deposits placed by financial institutions at the end of a month is not
greater than either of the specified dollar amounts. The regulation will
become effective 8/6/84, with the first required filing, if applicable,
within 10 days after 7/31/84. Comments must be submitted by 9/4/84, and
are specifically requested on the adequacy of monthly reports, the scope
of the information to be reported, the means of reporting the information
and steps to be taken once the reported information is assimilated. For
further information contact Robert F. Storch at 202/389-4761.
FEDERAL HOME LOAN BANK BOARD
Management of interest-rate risk is the subject of a policy statement and final
rule recently formulated by the FHLBB (see the 7/3/84 Fed. Reg., pp. 2729598). The regulation and policy statement require that the board of directors
of an insured institution develop, adopt, implement, and periodically ad
just a policy and procedures for interest-rate-risk management. The rules,
require, in part, that the management of each insured institution submit
to its board of directors a report containing, at minimum, analyses of the
difference between the dollar values of assets and liabilities with the
same remaining term to repricing or "gap" analyses; and, analyses of the
impact of differing market-interest-rate scenarios on earning, net asset
values, and regulatory net worth. The rule is effective 7/30/84. For
further information contact Douglas McEachem at 202/377-6775.

-2SMALL BUSINESS ADMINISTRATION
A proposed rule that would require all secondary market sales to be evidenced
by SBA Form 1086, "Secondary Participation Guaranty and Certification
Agreement," was recently issued by the SBA (see the 7/2/84 Fed. Reg., pp.
27162-64). According to the SBA, if Form 1086 is used, a certificate is
issued by the SBA appointed fiscal and transfer agent who functions as
a centralized, computerized recordkeeping facility for SBA. Using this
facility, the SBA has access to on-line information regarding the owner of
the loan, accounting of the payment flow, terms of the sale, etc. There
is no comparable facility, the SBA said, for loans sold using the current
SBA Form 1084, "Secondary Participation Guaranty Agreement." Participating
lenders will not be permitted to use Form 1084 on or after four months
from promulgation of the final rule, if the proposal is adopted. The
proposed rule will apply to all secondary market sales in which the SBA
executes the secondary participation agreement on or after such effective
date. Garments must be submitted by 8/31/84. For further information
contact James B. Ramsey at 212/264-5877.
In a related matter, a revision of Form 1086 has been proposed by the
SBA (see the 7/2/84 Fed. Reg., pp. 27232-37). Major changes would, among
other things, require the lender to mark the interest accrual method on
the form; require the statement of on interest paid-to-date; and, add a
certification by the lender that any prepayment comes from borrower funds
and is not a unilateral repurchase by the lender. Comments must be sub
mitted by 8/31/84. For further information contact Robert I. Wise at
202/653-6900.

The writing of the Year-end Report to the President and the Congress by the
Presidential Advisory Committee on Small and Minority Business Ownership
will be discussed at a public meeting of the Committee on 7/10/84 (see the
7/2/84 Fed. Reg., p. 27232) . The meeting will be held from 9 a.m. to 5 p.m.
at the SBA, Room 216, Washington, D.C. For further information contact
Milton Wilson, Jr. at 202/653-6526.

TREASURY, DEPARTMENT OF
Requirements concerning unearned premium reserves and accounting methods
of title insurance companies are contained in a new IRS revenue ruling
(IRS News Release 6/29/84). The new ruling, 84-107, extends the effec
tive date of Rev. Rul. 83-174, which holds that a title insurance company
may not treat amounts set aside in a reserve, required by state statute,
as "unearned premiums" under sec. 832(b) (4) of the Internal Revenue Code.
While 83-174 was effective for taxable years beginning after 11/28/83,
the new ruling, with certain exceptions, makes this provision inapplicable
for the first tax year beginning on or after 11/28/84. The new ruling
also provides that those insurance companies must change their method of
accounting under Revenue Procedure 80-51 and changes the time period
available for such changes. Title insurance companies, the IRS stated,
must change their accounting methods if they reduce gross premiums by the
amount of additions to state required reserves and also deduct their
estimates of anticipated losses on all outstanding policies in the form of
incurred but not reported loss reserves. This change in accounting method
must be for the first tax year beginning on or after 11/28/83. The new
ruling expands the period prescribed in Rev. Proc. 80-51 for filing for
the change in accounting method from 180 days to 270 days. Rev. Rul.
84-107 will appear in Internal Revenue Bulletin No. 84-30 (7/23/84). For
further information contact the IRS at 202/566-4024.
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Information reporting and backup withholding rules for certain foreign related
transactions will soon be issued as temporary regulations, according to
a 6/28/84 IRS announcement. Under the temporary regulations, the date
U.S. offices of banks or brokers must begin backup withholding on pre-1984
accounts of foreign payees or customers will be extended from 7/1/84 to
1/1/85. If the payor has not received a taxpayer identification number or
or signed Form W-8, Certificate of Foreign Status, by 1/1/85, subsequent
payments will be subject to backup withholding. The IRS stated further
that foreign offices of U.S. brokers will not be required to file information
reports for payments to foreign customers under certain conditions to be
outlined in the temporary regulations. In addition, information reporting
and backup withholding generally will not apply to foreign offices of
foreign brokers making payments to U.S. customers. For further information
contact the IRS Public Affairs Division at 202/566-4024.

Final regulations relating to charitable contributions of inventory qualifying
under sec. 170 (e)(3) of the Internal Revenue Code were adopted recently
by the IRS (see the 7/3/84 Fed. Reg., pp. 27317-18) . The regulations pro
vide that the donor's cost of goods sold is reduced by the lesser of the
fair market value or the amount of the basis of the contributed property.
The reason for the rule, according to the IRS, is to remove the disincen
tive to make charitable contributions of inventory which exists where the
basis of the contributed inventory property qualifying under sec. 170 (e) (3)
exceeds the property's fair market value. In that case, the IRS stated,
it would be more advantageous for the taxpayer to destroy or sell the
property than to contribute it to charity. The final regulations are
effective with respect to charitable contributions of property qualifying
under sec. 170 (e) (3) made after 10/4/76, in taxable years ending after
such date. For further information contact David R. Haglund at 202/566-3297.

For additional information, please contact Stephanie McCarthy, Gina Rosasco,
Nick Nichols or Kathee Baker at 202/872-8190.
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